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Bangladesh Key Economic Indicators: All values in U.S. dollars 
million and represent the fiscal year (July 1-June 30) except 


as otherwise noted. An exchange rate of $1=Takal5 was used. 


INCOME, PRODUCTION & EMPLOYMENT 1976/77 1977/78 1978/79! 
GDP at current factor cost $8,224 $9,309 


GDP/capita 98 106 
Population (millions) 85 87.6 
Foodgrain production(million tons) 13 13.0 
Foodgrain imports (million tons) 1.8 55 
Fiscal year-end stocks «67 see 
Index of industrial production 105 108 
(1969/70=100) 
Labor force (millions) 29 29.2 
Average daily industrial wage 94 oad 
(Dacca skilled industrial 
workers Sunits) 


MONEY & PRICES 

Money supply (demand deposits 687 
currency outstanding) 

Cost of living index, Dacca middle 383 
class (1969/70=100 annual average) 

Interest rates at end fiscal year: 
Bangladesh Bank discount rate 8% 
Scheduled (commercial bank) 11-12% 


BALANCE OF PAYMENTS & TRADE 

Foreign exchange reserves at end 310 
of fiscal year 

External public debt 2,040 

Annual debt service - 

Balance of trade: 
Exports 422 
U.S. share 64 
Imports 865 
U.S. share 147 


1/ All FY 1979 data are provisional, 
2/ As of March 1979 
3/ IMF estimate. 


SOURCES : 

-= World Bank, Bangladesh: Current Economic Trends, Dec. 1978. 

‘-= IMF, Recent Economic Developments, July 1979. 

-= Government of Bangladesh, Economic Indicators of Bangladesh. 

-- U.S. Department of Commerce, Highlights of U.S. Trade, U.S. 
Foreign Trade Annual 





Summary: Poor agricultural weather during the winter and spring 
of FY 79 precipitated a minor economic crisis whose effects, 

in the form of slower growth, larger trade deficits and higher 
rates of inflation, will be reflected in economic indicators 
for both FY 79 and FY 80. Real GDP increased only 4% in FY 79 
as agricultural production, which accounts for 52.5% of GDP, 
increased only 1%. Food grain production fell 1%. This decline, 
together with lower than expected foodgrain imports, reduced 
government foodgrain stocks to a crisis level of 222,000 tons 
and touched off an emergency foodgrain import program whose to» 
tal cost ($455 million), when added to the increased cost of 
fertilizer and petroleum imports necessary for increased food 
production in FY 80, will contribute significantly to an anti- 
Cipated $1.6 billion trade deficit in FY 80. This deficit, like 
the $970 million deficit incurred in FY 79, will be almost en- 
tirely covered by foreign aid disbursements, which are expected 
to reach a level of $1.375 billion, up 35% from FY 79. 


Exports increased 22% in FY 79 to $602 million but remained 
heavily concentrated in five products - raw jute, jute goods, 
tea, leather and seafood - which account for 94% of export 
earnings. In FY 80 export earnings in the range of $700 mil- 
lion are expected. 


Budgetary performance improved. Revenues increased and almost 
the entire $693 million budget deficit was covered by foreign 
aid. No unplanned public borrowings were necessary. Problems 
remain, however, in the form of a narrow tax base and consumer 
and producer subsidies that consume an inordinate portion of 
national resources. 


Inflation increased to 15% in FY 79, partially as a result of 
higher open market food grain prices and shortages of critical 
raw materials, but more directly as a result of an unusually 
large increase in the money supply. For FY 80, restrictions on 
credit have been planned, which, if implemented should restrict 
the expansion of the money supply to more moderate levels. 


Bangladesh continued to promote private investment, both foreign 
and domestic, during FY 79, Investor response has been relative- 
ly slow, however, as investors remain wary of an economy charac- 
terized by meager natural resources, low labor productivity, 

and limited domestic demand. 





1. Background = Bangladesh has made significant economic 
progress during the past 6 years. Since 1972/73 real GDP has 
grown at an annual rate of 7.4%, per capita GDP at a rate of 
4.6%, agricultural production at a rate of 3.6%, food grain 
production at a rate of 4.2% and industrial production at a 
rate of 6%. These gains, however, were made from a low base 
that was further reduced by a liberation war during which real 
GDP declined 19% and food grain production fell 17%. Overall, 
since FY 69/70 real GDP has increased only 31% (annual rate,3%), 
per capita GDP only 7% (annual rate,.7%), food grain production 
only 8% (annual rate, .8%) and industrial production only 8% 
(annual rate, .8%). 


As a result, Bangladesh will close the decade in essentially 
the same poor economic condition as it started it, despite 
massive ($6.44 billion) infusions of foreign aid. Problems 
arising from rapid population growth, (2.8%/year) chronic 

food deficits (1.75 million tons in FY 80), low productivity 
of land, labor and capital, an underdeveloped infrastructure, 
meager natural resources, massive trade deficits ($1.6 billion 
in FY 80) and inadequate domestic savings (2-3% of GDP) and 
investment (12—13% of GDP) continue to plague the economy. 


2. Domestic Production « Limited growth in the agricultural 
sector reduced the FY 79 growth rate to approximately half 
the FY 80 rate. Real GDP increased only 4% as agricultural 
production, which accounts for 52.5% of GDP, increased only 
1.03%. The industrial sector continued to grow at a fairly 
rapid pace, with industrial production increasing 8.7%, 
Real per capita income increased 2.6%. Unemployment (calcu= 
lated as the difference between manpower required and mane 
power available) remained steady at approximately 40%. 


For FY 80 the Bangladesh government originally predicted 
increases of 7.3% in GDP, 6.9% in agricultural production and 
8.4% in industrial production. Given the relatively poor 
summer crops now forecast, it is not likely the first two 
targets will be reached. 


2.1 Agriculture - Floods, drought, pest attacks and short- 
ages of petroleum and electric power for irrigation limited 
agricultural production during FY 78/79. The production of 
foodgrains, which accounts for 85% of the cropped area and 
72% of agricultural product value, fell 1% to 12,998 million 
tons. Rice accounted for 96% of this crop; wheat, whose 
growing popularity as a dry season crop was reflected ina 
40% increase in production this year, accounted for approxi- 
mately 4%. Raw jute production, encouraged by a favorable 
jute-rice price ration and the government's Intensive Jute 
Cultivation Scheme, increased 21%. Production of several 
other important crops - tea, potatoes, sugar cane, oil seeds, 
and tobacco - also increased in 1978/79. 
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For FY 80 the government has reduced its prediction for food grain 
production from 14.38 million tons to 13.55 million tons in anti- 
cipation of reduced rice crops. The aus (summer) rice crop is now 
expected to fall some 600,000 tons short of the 78/79 crop. The 
jute crop at 5.5 million bales, is expected to be off some one 
million bales from FY 78/79. 


2.2 Industry - Production in Bangladesh's small industrial sector 
increased 8.7% in FY 79 as a freer import regime provided for 

an improved supply of industrial raw materials and greater capa- 
city utilization. Production of cotton textiles, newsprint, fere 
tilizer, leather goods, pharmaceuticals and chemicals all ine 
creased. Production of jute goods, the country’s majer product, 
declined 9% to 498,000 tons because of strikes and power short- 
ages. 


Industrial production continued to be concentrated in jute goods, 
cotton textiles, fertilizer, chemicals, sugar, paper, leather and 
pharmaceuticals and dominated by the nationalized sector, which 
accounted for approximately 50% of value added in manufacturing 
and 85% of industrial exports.Eight sectors, including jute 
goods, cotton textiles and sugar, remained closed to private in- 
vestment. Among the other major industries, only leather, food 
processing and pharmaceuticals are dominated by private capital. 


The financial position of the public industries remained weak, 

as low productivity and uneconomic controlled prices produced 

losses or very thin profit margins. Steps taken by the govern- 

ment to devalue the taka and raise the price of the products of 
these industries, particularly, petroleum products, newsprint, 

fertilizer and sugar, should improve their financial condition 

in FY 80. 


3. Development - In FY 79 public expenditures on development 
were $1.098 billion with foreign aid contributing $820.8 
million; public domestic resources $277.2 million. For FY 80 

a total expenditure of $1,415 billion has been forecast, of 
which $1.042 billion is to be provided by foreign aid, $373 
million by domestic public resources. If this forecast is 
accurate, public expenditures on development during the period 
1978-80 will total $2.513 billion, 15.5% more than predicted 
in the 1978-80 Two Year Plan. Expenditures, while greater than 
expected have basically followed the pattern laid down in the 
Two Year Plan. In FY 80 (FY 79 figures in brackets), Agricule 
ture, Water Resources and Rural Institutions are expected to 
receive 27% (25%) of development expenditures, Industries (ex- 
cluding private investment) 16.5% (17.2%), Power and Natural 
‘Resources 14.5% (14.6%) and Transporation and Communication 
20.8% (12.3%). 





3.1 Agricultural Development - Bangladesh has devoted the 

major portion of its agricultural development budget to fund- 
ing subsidized fertilizer, pesticides, and controlled water. 

In FY 79 the fertilizer subsidy alone consumed two thirds of 

the entire agricultural development budget. Stimulated by cri- 
ticism that these subsidies preempt project development funds 
and are inefficient in producing higher yields when compared 
with equal resources devoted to guaranteeing incentive prices, 
Bangladesh has moved to limit subsidies and provide incentive 
prices in FY 80 by raising input and procurement prices and 
increasing the level of government procurement. Pesticide dis- 
tribution will be turned over to the private sector, water rates 
increased and fertilizer prices raised an average of 29%. Govern= 
ment foodgrain procurement, which in FY 79 dipped to 355,000 
tons, has been targeted at 700,000 tons. Procurement prices 

for husked and paddy rice will be raised 17% and 19%, respect- 
ively. The statutory minimum price for jute has been reset at 
115 Taka/maund (82.6 lbs). 


3.2 Industrial Development - Bangladesh has expressed an in- 
terest in expanding the role of private industry in the economy 
and improving the performance of public sector industries. In 
the Two-Year Plan, of the $544 million allotted to industry, 
$154 million (28%) was earmarked for private industry, which 
now controls only 15% of industrial assets. During FY 78/79, 
approvals were granted for private investment of approximately 
$145 million in such industries as fish and fruit processing, 
jute carpets, and ready-made garments. Actual investment to- 


talled $56.6 million, up 13.3% from FY 78. Meanwhile, 10 new 
sectors, including oil and gas, petrochemicals, cement, shipping 
and iron and steel, were opened to private investment and 18 
previously nationalized firms disinvested. Public industries 
devoted the greater portion of their investment allocations to 
balancing, modernization and rehabilitation schemes designed 

to improve capacity utilization. 


Bangladesh encourages private investment. Incentives are 
offered for investments in less developed areas of the country 
and in industries that are export oriented, labor intensive 
or based upon indigenous raw materials, Investment incentives 
include tax holidays, investment allowances, liberal credit 
facilities and concessional rates of duty for the import of 
Capital machinery. Foreign investment is also encouraged. 
Joint ventures are preferred but management contracts, lie 
censing and third party arrangements are also welcome. In FY 
77/78 foreign investments worth $17 million were approved. 
Actual foreign investment totalled $11.8 million that year. 
Primary areas of foreign investor interest include deep sea 
fishing, shrimp culture, leather, garment making, food proe 
cessing and pharmaceuticals. 





Investment in Bangladesh does have its disadvantages. An in- 
vestor must cope with a poorly developed transportation and 
communications infrastructure, limited domestic demand, an un- 
skilled labor force and a bureaucracy that often appears hos- 
tile to the interests of private business executives. 


3.3 Infrastructure - Bangladesh has concentrated on developing 
its natural gas resources, transportation and communication 
facilities and electric power generation and distribution capa- 
city. Proven natural gas reserves have been estimated at 9 
trillion cubic feet; recoverable reserves at 5 trillion cubic 
feet; possible and probable reserves at 33 trillion cubic feet. 
Present consumption, however, is only 33 billion cu.ft/year 

(FY 78). Present plans call for 20 new exploratory wells, 
development of the Titas and Bakhrabad gas fields, a Bakhrabad- 
Chittagong pipeline anda 1000 ton/day urea factory in Chitta- 
gong. In transport, efforts were concentrated on improving the 
ports of Chittagong and Chalna, and developing the new inter- 
national airport at Kurmitola, now expected to open in March 
1980. A major effort at rehabilitation of the railroad system 
has been scheduled for the second five-year plan (1980-85). 


Power generation and distribution is now totally inadequate. 
Total installed capacity is only 752 MW, total generation in 
FY 78 was only 1912 million KWH, 22 KWH per capita. New gene- 
ration facilities at Khulna (55 MW) Bheramara (20MW) and 
Karnafuli (50 MW) are now planned. Distribution is being im- 
proved under the rural electrification plan under which 45 
thanas (counties) are to be electrified between now and 1982. 


4. Budget and Fiscal Policy - The public financial position, 
though improved over FY 78, remained weak in FY 79. Consumer 
and producer subsidies continued to consume public resources 
and a narrow tax base limited public revenues. The budget dee 
ficit increased 14% to $693 million in FY 79 as expenditures 
increased 22% and revenue increased 21%. The entire deficit, 
however, was covered by foreign aid and no unplanned public 
borrowings were necessary. Subsidies to the jute industry($39.2 
million), and for food ($56 million) and fertilizer ($83.3 
million) consumed approximately 10% of total budget expendi- 
tures, Two of these subsidies will continue to burden the pub- 
lic account in FY 80 despite efforts to limit their growth. 
The food subsidy is expected to increase to $104 million, des- 
pite lower per unit subsidies, because of higher procurement 
costs and increased offtakes. Similarly, the fertilizer sub- 
sidy is expected to rise to over $100 million, despite a 29% 
increase in fertilizer prices. 





The jute subsidy may be eliminated by a devaluation of the taka 
designed to produce higher taka export prices. This planned de- 
valuation should also produce a 6% ($60 million) increase in re- 
venue through increased customs, excise and sales tax receipts- 
indirect taxes which already contribute 65% of tax receipts. 
Budget estimates for FY 80 now anticipate a 24% increase in the 
budget deficit (all of which will be financed by foreign aid) 
based on a 20% increase in revenue and a 19% increase in expendi- 
tures. 


4.1 Monetary Policy - The inflation rate, stimulated by shorte 
ages of crucial raw materials such as cement, cotton and ferti- 
lizer, by repeated devaluations of the taka and by a large in- 
crease in the money supply, rose to 15% during FY 79. Cost of 
living indices, which had been insulated from inflationary 
effects by a system of consumer subsidies, also began to rise 
rapidly during the fourth quarter of FY 79 in response to high 
open market foodgrain prices and increases in the prices of cere 
tain subsidized products. The Dacca Middle Class Cost of Living 
Index increased 14.3% between June 78 and June 79, 9.7% in the 
last three months of FY 79 alone. To restrain inflation during 

FY 80 Bangladesh has undertaken programs to increase the imported 
supply of crucial raw materials and to restrict the expansion of 
credit in the economy. Initial efforts to restrain credit were 
abandoned, however, when restrictions on credit to the jute trade 
drove raw jute prices down to unacceptable levels. 


5. Balance of Payments - Strong exports, weaker than expected 
imports and an increased aid absontive capacity contributed to a 
$143 million payments surplus and an increase of foreign exchange 
reserves to $360 million durifg FY 79. Remittances of $107 mil- 
lion and aid disbursements of $1.038 billion more than offset a 
trade deficit of $970 million. In FY 80, however, a massive trade 
deficit of $1.6 billion will only partially be covered by in- 
creased aid disbursements ($1.375 million) and remittances ($125 
million). The remaining $130 million deficit will be filled by 
IMF drawings, and a slight draw down in Foreign Exchange reser- 
ves. Reserves in June 1980 are expected to be approximately 

$300 million, equal to less than two months of imports, 


5.1 Aid - Aid commitments and disbursements have increased 
rapidly in recent years. In FY 77 aid commitments totalled $655 
million, disbursements $507 million. In FY 79, commitments to- 
talled $1,857 million, disbursements $1,038 million.Altogether, 
$6.44 billion in aid has been committed to Bangladesh since In- 
dependence; $4.33 billion has been disbursed. In FY 80, total 
disbursements are expected to reach $1.375 million, mostly for 
commodity and food aid. Project aid disbursements are expected 
to total less than $400 million. 





Bangladesh draws aid from most sources, including the World 
Bank, ADB, UNDP, USAID, the OPEC nations and the communist world. 
The multilateral banks and the industrial nations of the western 
world have provided the vast majority of this aid, although OPEC 
aid, particularly from Saudi Arabia, has increased rapidly in 
recent years. US aid, which has totalled more than $1.4 billion 
since independence, will exceed $176 million in FY 80; $84 mil- 
lion of this will be in PL-480 commodities, $57 million for fer- 
tilizer imports and storage. 


Bangladesh's foreign debt as of June 1979 was $2,970 million. 
However, debt service payments for FY 79 totalled only $96 
million, 16% of annual exports. Bangladesh's policy of seeking 
aid on grant terms when possible and loans only on concessional 
terms has helped its debt position, as has its policy of seek- 
ing conversions of old debts to grants. The success of these 
policies is evident in the fact that debt service payments are 
actually expected to decline over the next few years. 


5.2 Exports - Strong world demand for Bangladesh's export pro- 
ducts, a series of devaluations of the Taka (17% against the 
pound, 9% against a trade weighted basket of currencies), and 
the strong response of private industry to the export incentives 
offered by the Bangladesh government contributed to a 22% in- 
crease (to $602 million) in export earnings during FY 79. The 
largest gains in export sales were registered by raw jute, jute 
goods. (despite a decline in export volume), frozen seafood and 
tanned and semi-tanned leather. Though dependence on jute 
declined slightly, five products - raw jute, jute goods, tea, 
leather and seafood - still provided 94% of all export sales, 
Exports to the United States, Bangladesh's largest market, to- 
talled $87.1 million in FY 79. In FY 80, exports are expected 
to reach $670 to $700 million. 


Bangladesh*s export program promotes products of greater value 
added in which Bangladesh has a comparative advantage, Parti-=- 
cular inventives offered include increased import licenses 
awarded on the basis of export performance, subsidized export 
credits and rebates on import, income and excise taxes. 


5.3 Imports - Bangladesh has gradually liberalized import 
product lists and allocations in hopes of restraining infla= 
tion, increasing industrial capacity utilization and improv- 
ing agricultural productivity. As a result, imports increased 
23% in FY 79 to $1572 million, Major import products included 
foodgrains, fertilizer, petroleum products and raw cotton. In 
FY 80 imports are expected to increase dramatically to $2.2 
billion as expenditures on foodgrains ($455 million), petro- 
leum products ($350 million) and fertilizer ($211 million) 
approximately double from their FY 79 levels. 





5.4 Opportunities for U.S. Exports - U.S. exports to Bangladesh 
totalled $223 million during FY 79. PL=-480 foodgrains, raw cotton, 


fertilizer and vegetable oil accounted for the major portion of 
these exports. These same products financed by USAID, IDA, ADB or 
other sources under commodity import programs should provide major 
opportunities for US exporters in FY 80. Other promising products 
are industrial chemicals, tallow, iron and steel scrap, communi-e 
cations and electrical equipment, textile and industrial machinery 
and used clothing. Significant opportunities for US consulting 

and engineering firms are also available in aid financed infra- 
structure projects in communications, power transmission, trans- 
port and water treatment. US firms who wish to do business in 
Bangladesh are advised to appoint 'a local agent, 


* U. S. GOVERNMENT PRINTING OFFICE : 1979—311-056/215 








